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Abstract

This report provides projections for the U.S. agricultural sector to 2027. Projections cover
agricultural commodities, agricultural trade, and aggregate indicators of the sector, such as

farm income. The projections are based on specific assumptions about macroeconomic
conditions, policy, weather, and international developments, with no domestic or external shocks
to global agricultural markets. The Agricultural Act of 2014 is assumed to remain in effect
through the projection period. The projections are one representative scenario for the agricultural
sector for the next decade and reflect a composite of model results and judgment-based analyses.
The projections in this report were prepared during October 2017 through January 2018 and are
based on conditions as of the November 2017 World Agricultural Supply and Demand Estimates
(WASDE) report.

Over the next several years, the agricultural sector continues to adjust to lower prices for most
farm commodities. Planted acreage drops slightly despite continued low energy costs. However,
marked shifts occur — most notably strong global demand for soybeans is expected to induce
soybean plantings that exceed corn acreage. Lower feed costs and continued strong global
demand provide economic incentives for expansion in the livestock sector. Long-run
developments for global agriculture reflect steady world economic growth and continued but
slower global demand growth for biofuel feedstocks, factors which combine to support longer
run increases in disappearance, trade, and nominal prices of agricultural products. Although a
relatively strong U.S. dollar is expected to dampen growth in U.S. agricultural exports, the
United States remains competitive in global agricultural markets, in part due to efficiency and
quality margins, and export values grow over the next ten years. Net farm income is expected to
increase in 2018 followed by a drop, steadying out towards the middle of the decade and rising
over the latter part of the projection period.

Keywords: Projections, crops, livestock, biofuel, ethanol, biodiesel, U.S. dollar value, crude oil
prices, trade, farm income, U.S. Department of Agriculture, USDA

The U.S. Department of Agriculture (USDA) prohibits discrimination in all its programs and activities on
the basis of race, color, national origin, age, disability, and, where applicable, sex, marital status,
familial status, parental status, religion, sexual orientation, genetic information, political beliefs, reprisal,
or because all or a part of an individual's income is derived from any public assistance program. (Not
all prohibited bases apply to all programs.) Persons with disabilities who require alternative means for
communication of program information (Braille, large print, audiotape, etc.) should contact USDA's
TARGET Center at (202) 720-2600 (voice and TDD).

To file a complaint of discrimination write to USDA, Director, Office of Civil Rights, 1400 Independence
Avenue, S.W., Washington, D.C. 20250-9410 or call (800) 795-3272 (voice) or (202) 720-6382 (TDD).
USDA is an equal opportunity provider and employer.

Washington, D.C. 20250-3812 February 2018

USDA Long-term Projections i



Contents

Page

USDA Long-term Projections: BaCKground .............ccooiiiiiiieiie e ii
USDA Contacts for LoNg-term ProjeCtiONS.........cccveiveieeieieeie e seesie et se e sie e sne e iv
ACKNOWIBAGMENTS. ... .ottt e e e et e sbe e e e s re e teenaeeseesteeneeeneenres iv
Introduction and ProjeCtioNS OVEIVIEW ..........ccueiieriiiieiieiie ettt st sreesne e 1
Key Assumptions and IMPHCALIONS ..........oiueiiiiiiieiiiie e 2
MaCroeCONOMIC ASSUMPLIONS.......uiitieiieieseesieeeeseesteeseesreesteeseesseesteaseesreesseassesseesseeneessaesseaseesseessens 7
O T 01 (0] o TP OPR PP 21
BOX: STOChAStIC MOEL ... 28

O BRI Y= (o 0! GRS PPTR 43
U.S. FAIM INCOME ...t e e enne e e r e s e e neennnas 52
AGEICUITUIAL TFaO ... veeeeeie et e e e e te e e e neesteeneeeneenres 57
Box: Brazil: Export projections and prospects for eConomic reCovery ..........ccocoeereennene. 64

Box: FSU: Grains exports continue t0 €XPand .........ccooveieriereerienienieenee e 69

Box: U.S. Agricultural Trade ProjeCtions..........cccoveiuerieeresiieseese e seesie e e esee e 73

LSE OF TADIES ..t b bbbttt bbb bbb ne e 111

i USDA Long-term Projections, February 2018



USDA Long-term Projections: Background

USDA’s long-term agricultural projections presented in this report are a departmental consensus
on a long-run scenario for the agricultural sector. These projections provide a starting point for
discussion of alternative outcomes for the sector.

The projections in this report were prepared during October 2017 through January 2018, with the
Agricultural Act of 2014 assumed to remain in effect through the projection period. The
scenario presented in this report is not a USDA forecast about the future. Instead, it is a
conditional, long-run scenario about what would be expected to happen under a continuation of
current farm legislation and other specific assumptions. Critical long term assumptions are made
for U.S. and international macroeconomic conditions, U.S. and foreign agricultural and trade
policies, and growth rates of agricultural productivity in the United States and abroad. The
report assumes that there are no domestic or external shocks that would affect global agricultural
supply and demand. Normal weather is assumed. Changes in any of these assumptions can
significantly affect the projections, and actual conditions that emerge will alter the outcomes.

The report uses as a starting point the short-term projections from the November 2017 World
Agricultural Supply and Demand Estimates report. The macroeconomic assumptions were
completed in October 2017.

The projections analysis was conducted by interagency committees in USDA and reflects a
composite of model results and judgment-based analyses. The Economic Research Service had
the lead role in preparing the departmental report. The projections and the report were reviewed
and cleared by the Interagency Agricultural Projections Committee, chaired by the World
Agricultural Outlook Board. USDA participants in the projections analysis and review include
the World Agricultural Outlook Board; the Economic Research Service; the Farm Service
Agency; the Foreign Agricultural Service; the Agricultural Marketing Service; the Office of the
Chief Economist; the Office of Budget and Program Analysis; the Risk Management Agency;
the Natural Resources Conservation Service; and the National Institute of Food and Agriculture.
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USDA Contacts for Long-term Projections
Questions regarding these projections may be directed to the report coordinators:
Erik J. O’Donoghue, Economic Research Service, e-mail: eodonoghue@ers.usda.gov
James Hansen, Economic Research Service, e-mail: jhansen@ers.usda.gov

David Stallings, World Agricultural Outlook Board, e-mail: dstallings@oce.usda.gov
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USDA Agricultural Projections to 2027

Interagency Agricultural Projections Committee

Introduction and Projections Overview

This report provides long-run projections for the agricultural sector to 2027. Major forces and
uncertainties affecting future agricultural markets are discussed, such as prospects for long-term
global economic growth and population trends. Projections cover production and consumption for
agricultural commodities, global agricultural trade and U.S. exports, commodity prices, and
aggregate indicators of the sector, such as farm income.

The projections are a conditional scenario based on specific assumptions about the macroeconomy,
agricultural and trade policies, the weather, and international developments. The report assumes
that there are no domestic or external shocks that would affect global agricultural markets. Normal
weather with trend crop production yields is generally assumed. Provisions of the Agricultural Act
of 2014 are assumed to remain in effect through the projection period. Thus, the projections are not
intended to be a forecast of what the future will be, but instead are a description of what would be
expected to happen under these very specific assumptions and circumstances. As such, the
projections provide a neutral reference scenario that can serve as a point of departure for
discussion of alternative farm-sector outcomes that could result under different domestic or
international conditions.

The projections in this report were prepared during October 2017 through January 2018 and reflect
a composite of model results and judgment-based analyses. The November 2017 World
Agricultural Supply and Demand Estimates report contains the short-term projections used as a
starting point for this report. The macroeconomic assumptions were completed in October 2017,

Over the next several years, the agricultural sector will continue to adjust to lower prices for most
farm commodities and relatively low energy prices. Despite high carryout in many years, strong
global demand will provide incentives to retain relatively stable planted acreage while inducing
some shifts in plantings. For the first time, U.S. soybean plantings are expected to exceed corn
plantings. In the livestock sector, robust demand will provide economic incentives for continued
expansion.

Developments for global agriculture and U.S. trade reflect income growth in developing countries
and a relatively strong U.S. dollar over the coming decade, with steady world economic growth
and continued but slower global demand growth for biofuel feedstocks expected throughout. Those
factors combine to support longer run increases in the disappearance, trade, and nominal prices of
agricultural products. Global trade competition will continue to be strong and the higher valued
U.S. dollar will somewhat dampen growth in U.S. agricultural exports. Nonetheless, the United
States remains competitive in global agricultural markets, in part due to efficiencies and quality.
U.S. export values grow over the next ten years while net cash income and net farm income start to
increase again, following the decreases over the past few years.

USDA Long-term Projections, February 2018 1



Key Assumptions and Implications

Major assumptions underlying the projections and selected implications include:
Macroeconomic Overview

e Global macroeconomic conditions reflect continued strong economic growth in developing
countries, a relatively strong dollar, and near-term low oil prices, which are expected to rise
in the longer term.

Economic Growth

e Global real economic growth is projected to average less than 3 percent annually over the
next decade. The United States is expected be one of the leaders of the developed countries,
averaging just over 2.1 percent annual growth, while developed countries as a group are
expected to experience an average of 1.7 percent annual growth. Meanwhile, growth in the
developing countries begins to rise from 2016’s low of 3.7 percent — averaging almost 4.6
percent annual growth.

e The strongest growth remains in developing countries. Although China’s economy slows as
it transitions to a more consumer-oriented economy, average annual growth still averages
over 5.5 percent. India is expected to remain among the world’s fastest growing economies,
averaging almost 7.6 percent. Asia in general is expected to have strong economic growth —
particularly in the Southeast Asian countries. Meanwhile, Africa and the Middle East are
anticipated to maintain growth rates near 3.5 percent and Latin America is expected to
rebound in the near term, growing nearly 3 percent per year. This growth is marked by
recovery in Brazil from its recent deep recession and Argentina’s expected higher than
long-term growth prospects. Strong U.S. expected growth provides robust export markets
for Mexico, while Venezuela likely remains mired in a deep recession in the near term.

e Relatively weak long-run real growth is expected for the developed countries, especially in
Japan and the European Union (EU). Japan’s economy continues the slow growth since the
1990s, in part due to a shrinking working age population. EU growth continues to be
constrained by structural rigidities, including inflexible labor laws and an expensive social
security system.

e While the U.S. will be among the growth leaders of the developed world, stronger growth
in developing economies will cause the U.S. share of global gross domestic product (GDP)
to fall slowly but steadily over the next ten years.

e Regional tensions persist within Russia and Ukraine, limiting their growth. Growth prospects
for the Former Soviet Union (FSU) region have been cut in half from recent history, down to
1.9 percent from the 4.5 percent growth averaged over 2000-15.

e Steady global economic growth supports longer-term gains in world food demand, global
agricultural trade, and U.S. agricultural exports. Economic growth in developing countries
is especially important because food consumption and feed use are particularly responsive
to income growth in those countries, with movement away from traditional staple foods
and towards increased diet diversification, including greater protein consumption.

2 USDA Long-term Projections, February 2018



Population

e Economic growth over the next decade contributes to the continued slowing of population
gains around the world as birth rates decline. Growth in global population is projected to
remain at less than one percent per year compared with an average annual rate of 1.2
percent from 2001 to 2010.

e Population growth rates in most developing countries are projected to average roughly 1.1
percent per year, well below previous decades, although the average remains above the rest of
the world. As a consequence, the share of world population accounted for by developing
countries continues to rise, accounting for 83 percent in 2026.

e Population gains in developing countries along with economic growth and expansion of the
middle class are particularly important for the projected growth in global food demand.
Populations in developing countries, in contrast to those in more-developed countries, tend
to be both younger and, with economic growth, urbanizing more, factors that generally lead
to the expansion and diversification of food consumption.

Value of the U.S. Dollar

e Following a 10-year depreciation from 2002 to 2011, the U.S. dollar has appreciated, with
a sharp increase in 2015 and strong growth again in 2016. The dollar remained steady in
2017 and is expected to depreciate in 2018 before remaining relatively steady and strong
through the remainder of the decade.

e Astrong U.S. dollar will keep the relative price of U.S. exports high, thereby dampening
export growth. Although trade competition will continue to be strong, the United States is
projected to remain competitive in global agricultural markets. While exports are projected
to rise, contributing to long-term increases in cash receipts for U.S. farmers, the United
States is still expected to lose global market share due to increased global competition.

Energy Prices

e Demand for petroleum is growing fastest in non-OECD countries — in particular, China,
India, and Saudi Arabia — as increasing populations and expanding manufacturing sectors
translate to increased energy demand.

e As global economic activity improves, crude oil prices are assumed to increase from their
recent lows. Nonetheless, the U.S. nominal refiner acquisition cost for crude oil imports is
expected to rise to only about $80 per barrel by the end of the projection period due to non-
OPEC suppliers being able to respond quickly to changing market conditions.

¢ Inthe United States, crude oil production is expected to increase more than any other
country to a new record high in 2018, with the bulk of production coming from tight oil.

e The longer term outlook depends heavily on prices, since shale oil costs more to extract
than most traditional oil sources, and more shale deposits will sit idle when oil prices are
low. Additionally, large portions of the known formations have relatively little or no
production history making it harder to gauge the extent of these oil resources.
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U.S. Agricultural Policy

The 2014 Farm Act is assumed to be in effect through the projection period.

Acreage enrolled in the Conservation Reserve Program (CRP) is assumed at levels at or

just below its legislated maximum of 24 million acres under the 2014 Farm Act.

Recent reductions in crop prices led to higher direct Government payments to farmers
through 2017, mostly reflecting payments under the Agriculture Risk Coverage (ARC) and
Price Loss Coverage (PLC) programs of the 2014 Farm Act. Beyond 2017, direct
Government payments are lower and below the average of 2001-10 as lower expected
prices reduce ARC payments. The assumption that many producers will likely switch to
PLC from the ARC program in the 2019/20 crop year will keep government payments
higher than they otherwise would be.

U.S. Biofuels

Biofuel projections were completed before the final renewable fuel standards for cellulosic
biofuel, biomass-based diesel, advanced biofuel, and total renewable fuel for 2018 were
announced by the U.S. Environmental Protection Agency (EPA) on November 30, 2017.
Projections are based on EPA’s proposed rule for these requirements from July 5, 2017. Note,
however, that the difference is minimal, so likely had no bearing on the outcome.

Almost all U.S. production of ethanol uses corn as a feedstock. Ethanol production is
projected to increase in the beginning of the projection period, afterwards declining through
the rest of the decade. Even with the U.S. ethanol production decline, demand for corn to
produce ethanol continues to have a strong presence in the sector, accounting for over 35
percent of total U.S. corn use throughout the projection period.

Projected declines in overall gasoline consumption in the United States and the 10-percent
ethanol “blend wall” are assumed to constrain domestic ethanol production over the next
decade. Most gasoline in the United States continues to be a 10-percent ethanol blend (E10).
Infrastructure, geographical, and other constraints severely limit growth in the E15 (15-
percent ethanol blend) market. The E85 (85-percent ethanol blend) market remains very
small. Moderate gains are projected for U.S. ethanol exports, but these are not large enough
to offset declining ethanol use in the domestic market as gasoline consumption falls.

The biomass-based diesel use volume requirement, as administered by the EPA, was
increased by EPA to rise to 2.1 billion gallons by 2018. Projections assume this volume
requirement to remain at this level throughout the remainder of the projection period.
However, some production of biodiesel and renewable diesel above the biomass-based diesel
volume requirement is assumed will continue to meet a portion of the nonspecific advanced
biofuel requirement.

Soybean oil used to produce biodiesel in the United States is projected to support the annual
production of over 1 billion gallons of biodiesel annually by the second half of the decade.

USDA Long-term Projections, February 2018



Other feedstocks used to produce biomass-based diesel include corn oil extracted from
distillers’ grains, other first-use vegetable oils, animal fats, and recycled (used) cooking oil.

International Policy

Agricultural trade projections assume current trade agreements, sanitary and phytosanitary
restrictions, and domestic policies in place in November 2017.

The projections reflect the effects of new policies implemented by Argentina in recent
years. These policies include reducing or removing export taxes on various agricultural
commodities, eliminating the export permit system for grains and oilseeds, and lifting
currency controls. These policies affect the agricultural sector in the country as well as
global agricultural markets.

The ban Russia imposed on agricultural imports from Western countries (such as the EU,
United States, and Canada) was implemented in August 2014 and has been renewed each
year since then. It is assumed that Russia will continue to use policies to stimulate its
livestock production and to limit its reliance on imports.

International Biofuels

Prices

USDA Long-term Projections, February 2018

Global production of biofuel is projected to continue to increase during the next decade,
although at a significantly slower pace than over the last half decade. This slowdown in
part reflects lower crude oil prices, some decline in U.S. fuel ethanol use, the reluctance of
many countries with biofuel programs to push use mandates higher when domestic
feedstock is inadequate, and the low likelihood that the remaining largest transport fuel
consuming countries with no biofuels programs will introduce programs over the next
decade. Most notably, these countries include Russia, Saudi Arabia, and Iran for all
biofuels, and Indonesia and Malaysia for ethanol.

The three largest biofuel producers remain the United States, Brazil, and the EU. Also
among the largest producers, China, Argentina, Thailand, Canada, and Indonesia grow but
remain considerably smaller than the top three. The United States, Brazil, Canada, the EU
and Japan remain the world’s largest importers of biofuels over the next decade. The
United States, Argentina, Brazil, and Singapore, followed by Indonesia and Malaysia are
the largest biofuel exporters. It is assumed that the recent “E10 by 2020 use goal
announced by China in 2017 will fall far short throughout the baseline projection period.

Prices for most crops remain below their 10-year averages as U.S. and global production
responded to the higher prices of the recent past. Prices are expected to be lowest in the
beginning of the projection period and thereafter rise moderately, reflecting long-term
growth in global demand for agricultural products and continued biofuel feedstock demand.

Reduced feed costs over the past several years have improved livestock-sector net returns,
providing economic incentives for expansion. Additionally, U.S. turkey production and egg
production rebound from 2015 reductions that were largely due to effects of highly



pathogenic avian influenza (HPAI). Nominal prices for beef cattle are projected to decline
through most of the next decade as production rises. Robust demand and low feed costs
allow nominal prices for hogs, broilers, turkeys, and eggs to increase after an initial drop in
the beginning of the decade. Nominal farm-level milk prices fluctuate through the first half
of the decade, followed by increasing prices over the remaining years.

Lower farm commodity prices result in falling livestock cash receipts throughout the first
half of the decade. Crop cash receipts, however, are expected to grow throughout the
decade. After 2018, gross cash income begins to rise at almost 0.7 percent per year on
average. Net farm income keeps pace, growing at nearly 0.6 percent per year with a
general decline through 2022 followed by growth to end the decade on a stronger footing.

USDA Long-term Projections, February 2018



Macroeconomic Assumptions

The macroeconomic assumptions underlying USDA’s long-term projections show strong global
growth in the near term, led by an uptick in developed country growth and sustained growth in
developing countries. Real global gross domestic product (GDP), weighted by market exchange
rates, is projected to increase at an average annual rate of 3 percent over 2017-19. This is the
strongest global growth since the post-financial crisis rebound in 2010-11 and has generated
external demand improvements, exemplified by a strong resurgence in global trade growth.
International trade grew by an estimated 6 percent in 2017 after growing at less than 2 percent in
2015 and 2016. Trade growth is expected to continue outpacing the sluggish rates of the post-
crisis years providing a healthy environment for exporters and consumers.

Real GDP Growth Rates

Average growth rate

Developing Countries

Developed Countries

1980s  1990s 2000-07 2008-09 2010-11 2012-16 2017-19 2020-27

Long-term global trend growth is expected to be slower than the rates that prevailed during much
of the early 2000’s as the maturing of China and other emerging markets implies slower
developing country growth rates and aging populations lower potential growth in several large
developed and developing economies. Real global GDP is projected to grow at an average rate of
2.9 percent per year over the projection period, below the long-term, pre financial crisis (1980-
2007) average of 3.3 percent, although similar to growth rates prevailing in the 1980’s and 1990’s.

U.S. and world GDP growth rates, 1990-2027

Percent

United States

IS S I U R S B w2

(]
S R O L

1990 1995 2000 2005 2010 2015 2020 2027
Near-term GDP growth in the United States and most other developed countries is expected to

exceed long-term trend rates. Labor markets and credit conditions are anticipated to improve and
maintain strength that has been building in recent years, supporting strong consumer demand and
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increased business investment. Monetary policy is expected to remain accommodative in the near
term, with interest rates rising slowly and central banks gradually phasing out the stimulus
measures implemented during the global financial crisis and European debt crisis. Lower long-
term trend growth rates generally reflect slowing labor force and productivity growth throughout
the developed countries. Demographic changes drive the bulk of the slowdown in labor force
growth, although immigration mitigates this trend in some countries.

Rising commodity prices and an improved external environment are likewise expected to support
strong near-term growth in most developing country regions. However, growth rates in China and
other large developing countries are projected to be significantly slower relative to the historic
highs that prevailed from 2000-2014. Developing country growth is nevertheless expected to
continue outpacing that of developed countries as they continue to exploit gains from investments
in basic physical and economic infrastructure and improvements in the allocation of resources.

The U.S. dollar is expected to weaken in 2018 as currencies of many of its trading partners regain
some of the substantial value lost during 2015-16. However, the dollar is expected to remain
relatively strong, staying above 2010-2015 levels, supported by the health and safety of the
economy and prospects for fiscal stimulus, with a slight weakening trend over the projection
period. * The pace of monetary normalization relative to other developed countries is also
expected to contribute to dollar strength. Oil prices are projected to rise slowly to nearly $80 per
barrel, although there is significant uncertainty, particularly on global supply factors.

Agricultural Implications

An improved external environment, including the rebound in trade, supports growing global
demand for food and agricultural products, and the United States will remain among the most
competitive agricultural exporters. However, slowing long-run economic growth rates and a
relatively strong dollar are expected to weigh on growth in U.S. agricultural exports over the
projection period. The projections suggest that developing countries, particularly in Asia, will
continue to account for most of the growth in U.S. agricultural exports due to their economic and
population growth which boosts global demand as incomes rise. Improved economic conditions in
developed country markets will provide additional stimulus to global demand.

e The U.S. dollar is generally expected to weaken, particularly in 2018 as strong growth in
several large countries bolsters their currencies. However, the dollar is expected to remain
strong relative to its value earlier in the decade throughout the projection period. A strong
dollar is a damper on U.S. agricultural exports over the projection period as it increases the
relative price of U.S. goods. The magnitude of the strong currency disadvantage will
generally be more significant for bulk commodities. Product quality and market efficiency
will become more important sources of U.S. export competitiveness while the strong dollar
persists.

e Although developing country growth rates are expected to decline on average relative to
the historic highs of 2000-10, incomes will continue to rise. In this process, diets become
more diversified and meat, dairy, and processed foods consumption increases. This
increases import demand for feed grains and high-value food products.

! These projections do not include the tax law revisions included in the Tax Cuts and Jobs Act of December 2017.
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e Low energy prices in the early years of the projection period will continue to restrain costs
of production for farmers and ranchers in the United States and elsewhere. In contrast, the
expected higher interest rate environment increases borrowing costs, and may make it more
difficult for farmers to qualify for operating loans.

Gross domestic product (GDP) growth: Developing
countries are projected to grow at more than double
the rate of developed countries

Percent

Developing countries

Developed countries

1990 1995 2000 2005 2010 2015 2020 2027

Economic growth in developing countries is projected to average 4.6 percent annually during the
projection period. While this represents a growth slowdown compared to recent history, it remains
more than twice the projected growth rate of developed countries. As a result, developing
countries’ share of global real GDP is projected to rise to 45 percent in 2027 from 38 percent in
2018. China, India and Southeast Asian countries are expected to account for the bulk of this
increase. The strongest developing country growth is projected among Asian countries at 5.4
percent, followed by African countries at 3.5 percent and Latin American countries at 2.9 percent.
The region encompassing the Former Soviet Union (FSU) is forecast to grow most slowly at an
average of 1.9 percent per year.

. Despite a slowdown relative to 2000-10, continued strong GDP growth in developing Asia
makes this region an increasingly important part of the global economy. Its share of world
GDP is projected to rise from 23.0 to 29.3 percent over the projection period. Near term growth
IS expected to be above the long-term trend. An exception to this general pattern is India,
where economic growth is projected to exceed that of recent years, outpacing China with an
average growth rate of 7.6 percent per year. This very strong growth is expected to be
supported by gains from economic reforms, including a reshaping of the taxation system, and
increased investment in infrastructure.

o China’s economic growth is projected to slow from historical highs near 10 percent in 2000-10
to an average of 5.5 percent per year over the next decade. Nevertheless, China is expected to
account for almost 17 percent of the world economy in 2027, up from about 13 percent in
2017. Expectations of slower growth are due in large part to the process of structural change
as China moves to a more domestic consumer-oriented and market-driven economy. However,
high levels of debt and industrial overcapacity present challenges for a smooth transition.
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Latin American GDP growth is projected to rebound in the near term after a recent period
marked by very slow growth and recession in some of its largest economies. Growth in
Argentina is expected to be above its long-term trend throughout the next several years as
economic reforms are implemented. Brazil’s economy is projected to grow at a low rate in
2018 as it recovers from deep recession amid a complicated political environment. Growth in
both countries is expected to be slow relative to other developing countries due to difficult
economic challenges. Meanwhile, Mexico is expected to benefit from strong growth in its
northern neighbor and primary export market, with its own GDP growth in 2017 and 2018
slightly above its long-run trend. Without significant policy change, Venezuela will likely
remain mired in a deep recession in the near term.

Economic growth in Sub-Saharan Africa, the poorest region in the world, is projected to
average 3.5 percent per year. This growth rate, although well below the 6 percent average
during 2000-07, is nevertheless higher than the long-term historical trend rate of roughly 3
percent. Two large Sub-Saharan African countries, South Africa and Nigeria, face significant
growth slowdowns relative to the early 2000’s due to political and economic challenges.
Nevertheless, growth on the continent is generally expected to continue raising standards of
living and mitigating increases in the poverty rate, although low per capita GDP levels imply
significant poverty will persist. A positive regional highlight, growth in the West African
Community outside of Nigeria is expected to average close to 5.7 percent in the near term,
above its long-term trend rate of roughly 4 percent.

The Middle East and North Africa are also expected to grow at an average rate near 3.5 percent
over the projection period. Improvements in commaodity prices are driving slightly higher near-
term growth in many countries. However, others are experiencing political instability and
violence that has brought economic activity to a virtual standstill, and that uncertainty affects
prospects in the neighboring countries.

Growth prospects for the FSU region have been cut by more than half from recent history—
down to 1.9 percent from a 4.5 percent average over 2000-15. While the region will benefit
from increases in commodity prices, growth will remain depressed in Russia and Ukraine as
regional tensions persist.
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Growth in gross domestic product (GDP) for developed
countries, European Union, and Japan

Percent
8

(=]

1990 1995 2000 2005 2010 2015 2020 2026

Developed country growth is expected to be robust in the near term with stronger than anticipated
2017 growth generating an improved external environment for exporters and strong fundamentals
suggesting continued above-trend growth in 2018 and beyond. The United States remains a
growth leader, but expected economic growth in the Eurozone was surprisingly strong in 2017 and
Japanese growth likewise exceeded expectations. However, long-term trend growth in developed
countries is expected to be lower than in the past, as aging populations imply slower labor force
growth and productivity growth rates have also declined.

. U.S. economic growth is expected to continue to outpace most of the rest of the developed
world throughout the projection period. Domestic economic fundamentals are healthy and
the improved international environment combined with some relief from a strong dollar will
boost export demand. These conditions will support solid economic growth, particularly in
the near term. Long-term growth is projected to be slower than the historical average as
labor force and productivity growth are expected to slow. Inflation is also expected to
remain at just over 2 percent in the United States. Together, these conditions underlie
higher projected interest rates over the next ten years.

. Expected 2017 economic growth in the Eurozone — which consists of the 19 European
Union members (out of 28) which have adopted the euro as the official currency — at 2.2
percent defied earlier predictions of continued stagnation and was the strongest growth since
before the 2008-2011 global financial crisis. Enthusiastic consumer and business sentiment
support projections for sustained growth above the long-term trend over the next several
years.

. Although Japan is expected to benefit from the current positive external economic
environment with near term growth rates above the long-term average, the projections
assume the slow growth that Japan has experienced since the 1990s will continue
throughout the decade, as the working age population continues to fall. Average growth is
projected to be less than 1 percent per year over the next decade. Inflation is expected to
remain quite low, but Japan is expected to avoid further deflation.

USDA Long-term Projections, February 2018 11
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The Canadian economy is projected to undergo a substantial recovery in 2017 with growth
nearing 3 percent as the low commodity prices that weighed on its economy strengthen and
investment shifts away from energy to other sectors. Like other developed countries, strong
growth is expected to be sustained in the near term, moving to a long-run growth rate of 2
percent thereafter.

USDA Long-term Projections, February 2018
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World population growth is projected to continue slowing over the next decade, rising just under
1 percent per year for the projection period compared to an annual rate of 1.4 percent over the
decade 1991-2000 and 1.2 percent in 2001-10.

Developed countries have very low projected population growth rates, at 0.3 percent over
2017-26. U.S. population growth is projected to exceed the developed country average at
about 0.7 percent, in part reflecting the importance of immigration. Only small population
increases are expected for the European Union, averaging just over 0.1 percent over the next
decade. In contrast, the population in Japan is projected to continue falling at around 0.3
percent per year.

Population growth rates in developing countries will likely be sharply lower than in
previous decades, but remain above those in the rest of the world at about 1.1 percent per
year over the projection period. As a result, developing countries’ share of global
population is projected to increase to 83 percent by 2027, compared to 79 percent in 2000.

Sub-Saharan Africa maintains the highest population growth rate of any region at 2.4
percent per year. Although population growth has fallen compared to historical experience,
the decline is modest relative to those seen in Latin America and Asia. Notable declines in
population growth include Brazil, where the population is expected to grow by 0.6 percent
per year from 2018-27, compared to an average of 1.6 percent in 1991-2000. Similarly,
Indonesia’s population is expected to grow by 0.7 percent per year from 2018-27, compared
to 1.7 percent in 1991-2000.

China and India together accounted for 36 percent of the world’s 2017 population.
Population growth in both countries has declined significantly relative to 1991-2000.
China’s population is expected to grow at only 0.2 percent per year over the projection
period, well below the global average and slower than the 1.0 percent average growth in
1991-2000. As such, its share of the global population is projected to decline. Population
growth in India is likewise expected to almost halve, at 1.0 percent per year over 2018-27
compared to 1.9 percent per year over 1991-2000.

USDA Long-term Projections, February 2018 13
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Population growth in the FSU is expected to average less than 0.1 percent per year over the
projection period. The Russian and Ukrainian populations are expected to shrink, with
average growth rates of -0.2 and -0.4 percent, respectively. Continued emigration, low birth
rates and relatively high mortality rates all contribute to falling population in this region.

Population growth in the Middle East is forecast to grow above the world average at 1.4

percent. Migration within and outside the region is expected to continue as long as violence
and political instability persist in countries such as Syria, Irag, and Yemen, among others.

USDA Long-term Projections, February 2018



U.S. agricultural trade-weighted dollar

1990 1995 2000 2005 2010 2015 2020 2027

The average value of the U.S. dollar in 2017 was virtually unchanged relative to the 2016 average.
The agricultural trade-weighted real dollar exchange rate appreciated by less than 0.2 percent in
2017. While the dollar is expected to remain strong relative to the early years of the decade
throughout the projection period, it is expected to weaken somewhat in 2018 as the currencies of
many key trading partners continue to regain value lost during the dramatic dollar strengthening in
2015. Expectations for a strong dollar are supported primarily by the optimistic outlook for U.S.
economic growth, but also by anticipated increases in interest rates while monetary policy
elsewhere remains more accommodative.

. While the dollar strengthened very slightly on average, it weakened relative to many
developed country currencies, including a nearly 0.5 percent decline in real terms against
the euro, a 2.4 percent decline relative to the Canadian dollar, and a 2.9 percent decline
relative to the Australian dollar. The exception was a 3.7 percent appreciation of the dollar
relative to the Japanese yen, against which the dollar lost nearly 9 percent of its value in
2016 when the yen received favor as a safe alternative to the dollar while Brexit and other
uncertainty in the European Union economy made the euro less attractive. The projections
assume substantial further weakening of the dollar relative to the euro in 2018, reflecting
optimism about European economic performance, then leveling off during the remainder of
the projection period. Exchange rates with other developed countries are generally expected
to remain stable.

o The dollar generally appreciated modestly in real terms in most developing country regions
in 2017, with country-specific factors producing a mix of exchange rate movements. In
2017, the projections assume the dollar value fell by 1.7 percent on average relative to Latin
American currencies; increased by 2.4 percent relative to Southeast Asian currencies and
increased by 3.9 percent relative to Middle Eastern currencies. The dollar is assumed to
have appreciated by more than 13.5 percent relative to African currencies on average, but
this measurement is strongly influenced by a large devaluation implemented by the
Egyptian government in March. On average, the real exchange rate is expected to trend
toward modest depreciation in developing country regions through the remainder of the
projection period. Country- and region-specific economic conditions affect the expected
magnitude and timing of currency movements.

USDA Long-term Projections, February 2018 15



16

Latin American currencies against which the dollar strengthened dramatically during 2015
are assumed to regain substantial value in 2017 as economic growth revives in leading
economies. The projections assume some further dollar weakening in 2018 and generally
steady real exchange rates thereafter. In Mexico, projected real dollar weakening of roughly
3 percent in 2017 is expected to be largely matched in 2018, followed by very slow
appreciation. In Argentina, the dollar’s value is expected to have fallen by roughly 10
percent in real terms in 2017 as the peso regains value lost in 2016 as Argentina undertook
major economic reforms. The Argentine peso is expected to continue gaining value against
the dollar throughout the projection period as its economy gains strength. The projections
assume dollar depreciation of more than 8 percent in real terms against the Brazilian real in
2017 as the economy shakes off recession and recovers some of the nearly 30 percent of its
value lost during 2015.

It is expected that the dollar will have appreciated by roughly 3 percent in real terms relative
to the Chinese yuan in 2017. Dollar appreciation in 2016 and 2017 has occurred in spite of
Chinese government intervention intended to mitigate losses in the yuan’s value. The
projections assume that after a modest depreciation in 2018, structural change and its
accompanying slower Chinese growth rates will imply a generally strengthening dollar in
the near term, followed by a trend toward depreciation as adjustment takes hold.

The dollar is expected to have depreciated by more than 10 percent in real terms against a
trade-weighted basket of currencies in the FSU region in 2017. After dramatic
strengthening in 2015, the trend toward a weaker dollar that began in 2016 continued. The
dollar’s real value is expected to have fallen nearly 14 percent with respect to the Russian
ruble and more than 5 percent against the Ukraine hryvnia in 2017 as these economies
benefited from improving commodity prices. These currencies are expected to continue to
slowly regain value against the dollar over the projection period.
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The projections reflect continued low crude oil prices in the near term, rising to roughly $80 per
barrel in nominal terms by the end of the projection period.

Demand